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June 30, 2000

MEMORANDUM FOR:  Cardel | Cooper, Assistant Secretary for
Communi ty Pl anni ng and Devel opnent, C

FROM Benjamn K Hsiao, Drector, Information Systens Audit
Di vi si on, GAA

SUBJECT: Audit Rel ated Menorandum on Program | nconme

We performed a |imted application controls review of HUD s
I ntegrated Disbursenent and Information System (IDI'S) as part of
our work in support of the audit of HUD s Fiscal Year 1999
financial statenents. Attached is the results and recomrendati on
fromour review. During FY 1999, 649 grantees and six states
reported approximately $647.5 million in programincone. W
found CPD had renoved an automated control in IDIS to ensure that
non-revol ving programincone is first used by the grantees before
drawi ng on other entitlenment funds. This fund control is
required by federal regulations. Wthout this control in place,
HUD coul d end up overpaying mllions of dollars to the grantees.

Subsequent to our review, we were informed by CPD that a
deci sion has been nmade to nodify IDIS to reinstate the automatic
controls requiring grantees to draw non-revol ving | oan program
i ncone prior to the use of additional entitlenment funds. This
nodi fication was schedul ed to be released into the pre-production
regi on during June 2000 for testing. However, there is no forma
plan to assure that this control would in fact be inplenented.

Pl ease provide a status report on the reconmendati on by
July 31, stating: 1) the corrective action taken; 2) the proposed
corrective action and target conpletion dates; or 3) why action
is considered unnecessary. Please provide us with copies of any
correspondence or directives issued in response to our report.

Thank you for the assistance provided to us by your staff
during our review. Should you have any questions or require
additional information, please contact ne at (202) 708- 3444,
ext ensi on 149.



Resul ts of Revi ew

The Integrated Di sbursenent and Information System (ID'S) is
designed to support CPD s consolidated planning, disbursenent
and reporting requirenents for the entitlement grant prograns
(HOVE, CDBG ESG and HOPWA) and to sinplify the grants
managenent process for all participants. This systemwas first

i npl emented in 1996 but full inplenentation of the system has not
been conpleted due, in part, to problens with the processing of
program i ncone that have been reported by the O G for severa
years.

From FY’ s 1990-1998, the O G has reported problens with the
accuracy and accountability of grantee programincone in the
annual financial statenment audits. The audit for FY 1998
specifically cited the failure of CPD to programthe ID S system
to account for revolving | oan programinconme in accordance with
federal regulations. In April of 1999, a GAO audit titled *“Wak
Managenment Controls Conprom se the Integrity of Four HUD G ant
Progranms” al so reported problens with the processing of revol ving
| oan programincome within IDIS. Al though CPD nonitoring of
grantees i nproved during FY 1999, problens with the controls over
t he processing of programincone still exist. During FY 1999,
approximately $645.7 mllion of programincone was reported by
649 grantees and six states under |D S

This review was conducted during and after the audit of HUD s
financial statenments for FY 1999. W obtai ned docunentation from
and interviewed personnel and managenent responsible for the ID' S
system In addition, we exam ned Departnental procedures
regarding the reporting and nonitoring of programincone.

Non- Revol vi ng Loan Program | ncone Processing Leaves Depart nent
Vul nerable to Its M suse

For the Fiscal Year 1998 Financial Statenment Audit, we reported
that IDIS was not accurately recording programinconme from

revol ving | oan accounts. As a result of our finding and to
conply with HUD regul ations, the Departnent made system

nodi fications to the processing of programincone during fiscal
year 1999. These nodifications created categories of program

i ncome enabling grantees to distinguish revolving | oan program
income fromother types of programincone. Additionally, the
nodi fications provided the grantees the ability to designate when
the programinconme will be utilized and allow themto record and
control revolving | oan fund programincome in conpliance with the
regul ati ons. However, the nodifications also elimnated the
automatic controls that were previously in place to ensure that
non-programincone is utilized to neet Federal regul ations.

24 CFR 570.504 requires that, wth the exception of the program
i nconme fromrevolving | oan funds, all programinconme received is
to be utilized by the grantee before drawi ng down additi onal



entitlement funds. Prior to the system nodifications nmade in FY
1999, a grantee or state would initiate a funds draw down through
I DIS and the system woul d automatically deduct the revol ving and
non-revol ving programincone fromthe grantee or state’ s request.
However, when the system nodifications were nade to separate the
revol ving and non-revol ving program funds, it also renoved this
automati c deduction function for the non-revol ving program
income. CPD programofficials stated that they were aware of
this condition and are relying on the grantees and states to
deduct their non-revol ving fund programincone fromtheir fund
draw down requests. Currently, CPD Field Ofices resolve any
fundi ng di screpanci es during the annual performance revi ew
process. However, during our review, CPD was considering
providing Field Ofice programstaff with a quarterly report of
programincone fromID S to determne if programincone is being
properly reported by the grantees. Notw thstanding the proposed
quarterly review, this process still requires a manual review of
the data. We believe that the automatic deduction is a nore
efficient and necessary control to ensure that the grantees and
states are conplying wth Federal regulations and to prevent
possi bl e m suse. Additionally, since funding reconciliation’s
are only currently required annually, mllions of dollars in
interest could be lost by the Treasury due to overpaynments made
to the grantees.

W were recently informed by CPD that they have reconsi dered
their position on this issue and will nodify IDIS to restore the
automated controls requiring grantees to draw non-revol ving | oan
programincone prior to the use of additional entitlenent funds.
This nodification is scheduled to be released into the pre-
production region during June, 2000 for testing.

Recomendat i on

We recomrend that the Assistant Secretary for Conmunity Pl anning
and Devel opnent provi de assurance that the automated fund control
for programincome will be placed into the ID S production
system This assurance should include an inplenentation plan
wth mlestones.
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